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Purpose  of  this  Primer 

Today,  citizens  demand  more  detailed  explanations  on  how  efficiently  government  uses 
their  tax  dollars.  In  this  era  of  tight  budgets,  staff  reductions  and  increased  public 
scrutiny,  local  officials  need  all  the  helpful  resources  they  can  get. 

One  such  helpful  resource  is  an  audit.  Its  true  benefit,  however,  depends  largely  upon 
one's  ability  to  understand  its  concerns  and  to  act  upon  them  responsibly. 

The  purpose  of  this  Primer  is  to  help  local  officials  better  understand  the  audit  and  how 
to  manage  more  effectively  with  it. 

Real  People.  Real  Problems 

The  following  are  actual  examples  of  conditions  that  can  be  revealed  in  an  audit. 

•  Unreconciled  cash  led  to  mishandled  funds.  The  audit  reports  of  two 
communities  detected  a  financial  problem  but  the  local  officials  failed  to  act 
resulting  in  one  case  to  imprisonment  and  in  the  other  to  possible  indictment. 

•  Uncollected  taxes  and  lack  of  tax  takings  resulted  in  a  free  cash  deficit. 
Outstanding  taxes  affect  not  only  free  cash  but  taxpayers'  confidence  in  their 
community's  tax  administration  system  and  in  their  local  officials.  Poor 
collections  can  result  in  revenue  borrowing,  a  reduction  to  bond  rating  and  to 
increased  interest  costs. 

•  Cash  receipts  not  turned  over  on  a  timely  basis  resulted  in  unwarranted 
borrowing.  Taxes  were  not  turned  over  to  the  Treasurer  for  a  long  period  of 
time  resulting  in  a  cash  shortfall  and  a  need  to  borrow  cash. 

•  Failure  to  file  1099's  resulted  in  penalties.  When  a  town  failed  to  distribute 
IRS  form  1099  to  its  contractors,  the  town  had  to  pay  considerable  interest 
and  penalties  to  the  IRS. 

•  Conversion  from  manual  to  computer  systems  not  closely  monitored,  resulted 
in  overtime  paid  to  resolve  problems  and  numerous  year  end  adjustments.  A 
system  conversion,  although  advantageous,  must  be  monitored  to  ensure 
accuracy,  otherwise,  records  may  have  to  undergo  a  costly  and 
time-consuming  reconstruction. 

•  Unpaid  insurance  premiums  resulted  in  canceled  policies.  The  and  the 
insurance  was  employees,  the  community  insurance  premium  was  not  timely 
paid  canceled.  When  cash  was  mishandled  by  was  unable  to  recover. 
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What  is  an  audit? 

An  audit  is  an  examination  of  systems,  procedures,  programs  and  financial  data.  In 
fact,  the  audit  is  a  valuable  management  tool  in  evaluating  the  performance  of  cities 
and  towns. 

The  product  of  an  audit,  the  audit  report/opinion,  is  prepared  by  an  independent  party, 
an  auditor,  and  explains  what  procedures  were  performed,  how,  and  what  was  found. 
The  accompanying  financial  statements  are  the  responsibility  of  the  community.  The 
auditor  is  concerned  with  the  accuracy  of  these  financial  statements  measured  in 
mathematical  terms  and  in  terms  of  conformance  with  Generally  Accepted  Accounting 
Principles  (GAAP). 

To  determine  this  accuracy  and  conformity,  the  auditor  conducts  an  examination  in 
conformance  to  another  set  of  national  standards  known  as  Generally  Accepted 
Auditing  Standards  (GAAS). 

Who  may  perform  an  audit  for  my  community? 

Financial  audits  can  be  performed  by  any  certified  public  accounting  firm.  A  list  of  firms 
that  have  performed  municipal  audits  can  be  obtained  from  the  Massachusetts  Society 
of  Certified  Public  Accountants  (MSCPA)  or  through  the  Commonwealth  of 
Massachusetts  Bureau  of  Accounts. 

As  well  as  being  reliable,  these  firms  must  also  be  independent.  An  independent  audit 
is  one  performed  by  an  audit  organization  that  is  free  from  personal  or  external 
impairments  to  independence  and  maintains  an  independent  attitude  and  appearance. 
The  audit  organization  has  the  responsibility  for  maintaining  independence  so  that 
opinions,  conclusions,  judgments  and  recommendations  will  be  impartial  and  will  be 
viewed  as  impartial  by  knowledgeable  third  parties. 

Who  must  be  audited? 

Entities  expending  $300,000  or  more  in  federal  assistance  either  directly  from  the 
federal  government  or  indirectly  through  a  state  agency  must  have  what  is  known  as  a 
Single  Audit  in  conformance  with  the  federal  Single  Audit  Act  of  1 984.  A  single  audit 
will  cover  the  internal  and  administrative  controls  covering  all  federal  financial 
assistance  as  well  as  the  central  control  systems  of  the  community.  These  audits  must 
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be  conducted  in  accordance  with  GAAS,  Government  Auditing  Standards  and  other 
federal  guidance. 

Entities  may  have  a  program-specific  audit  if  they  receive  funds  from  only  one  fund. 
These  audits  must  also  be  conducted  in  accordance  with  the  previously  mentioned 
guidance  and  regulations. 

Entities  receiving  under  $25,000  in  federal  assistance  have  no  audit  requirement  by  the 
Federal  Government  but  must  maintain  adequate  accounting  records. 

Is  THE  AUDIT  REPORT  IMPORTANT  TO  LOCAL  OFFICIALS? 

Periodic  audits  assure  the  public  that  their  community's  financial  health  and  practices 
are  being  reviewed  by  an  independent  authority.  Even  when  an  audit  report  detects 
trouble,  quick  and  decisive  action  by  local  officials  can  keep  the  public  confident  that 
their  government  is  in  responsible  hands. 

What  can  an  audit  do  for  you? 

Identify  areas  in  need  of  improved  and/or  of  outstanding  financial  management. 
Auditors  should  review,  certain  departmental  policies  and  procedures  and  comment  on 
their  legality  and/or  effectiveness. 

Analyze  the  overall  financial  position  of  the  community  and  recommend  improvements. 
The  financial  statements  that  accompany  the  auditor's  report  can  be  confusing  to 
laymen.  Auditors  should  explain  their  findings  so  that  you  may  act  appropriately. 

Review  internal  control  procedures.  Are  procedures  being  performed  properly?  You,  as 
an  elected  official,  could  be  at  risk.  Auditors  routinely  review  timely  reconciliation  of 
bank  statements  to  cash,  reconciliation  of  receivables,  turnover  of  receipts,  timely 
submission  of  certain  state  forms  and  proper  withholding  requirements.  Have  you 
reviewed  these  areas  lately? 

What  does  an  audit  include? 

An  audit  includes  a  report  of  the  auditor's  opinion,  addressed  to  the  chief  executive 
officer,  signed  by  the  audit  firm  and  dated  the  last  day  of  the  auditor's  field  work. 
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According  to  the  American  Institute  of  CPAs  Inc.  Statement  #58  on  Auditing  Standards, 
the  basic  elements  of  this  report  are: 

a.  A  title  that  includes  the  word  independent 

b.  A  statement  that  the  financial  statements  identified  in  the  report  were 
audited 

c.  A  statement  that  the  financial  statements  are  the  responsibility  of  the 
Company's  (  Community's  )  management  and  that  the  auditor's 
responsibility  is  to  express  an  opinion  on  the  financial  statements  based 
on  his  audit 

d.  A  statement  that  the  audit  was  conducted  in  accordance  with  generally 
accepted  auditing  standards 

e.  A  statement  that  generally  accepted  auditing  standards  requires  that  the 
auditor  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about 
whether  the  financial  statements  are  free  of  material  misstatement 

f.  A  statement  that  an  audit  includes 

Examining,  on  a  test  basis,  evidence  supporting  the  amounts  and 
disclosures  in  the  financial  statements 

Assessing  the  accounting  principles  used  and  significant  estimates 
made  by  management 

Evaluating  the  overall  financial  statement  presentation 

g.  A  statement  that  the  auditor  believes  that  his  audit  provides  a  reasonable 
basis  for  his  opinion 

h.  An  opinion  as  to  whether  the  financial  statements  present  fairly,  in  all 
material  respects,  the  financial  position  of  the  government  entity  as  of  the 
balance  sheet  date  and  the  results  of  its  operations  and  its  cash  flows  for 
the  period  then  ended  are  in  conformity  with  generally  accepted 
accounting  principles." 

What  is  the  management  letter? 

The  management  letter  is  the  portion  of  the  audit  report  where  recommendations  are 
included  for  corrective  action  to  improve  problem  areas.  Problem  areas  such  as 
internal  control  and  other  material  weaknesses,  compliance  violations  and  non- 
reportable  conditions  that  could  signal  larger  future  problems  could  be  included. 
Comments  may  be  included  from  local  officials  regarding  their  response  to  the  audit 
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report  as  well  as  from  the  auditor  regarding  the  status  of  recommendations  made  in 
prior  management  letters. 

The  management  letter  and  any  reportable  or  material  conditions  should  be  used  as  the 
basis  of  a  corrective  action  plan. 

What  kind  of  opinions  do  auditors  give? 

There  are  basically  four  types  of  opinions. 

•  Unqualified  or  "Clean"  Opinion:  The  auditor  states  that  the  financial 
statements  represent  fairly  (accurately)  the  financial  condition  of  the  entity  on 
the  date  of  the  statements  and  for  the  fiscal  period  ending  on  that  date.  In 
other  words,  there  are  no  problems  with  the  audit. 

•  Qualified  opinion:  The  auditor  explains  a  departure  from  accounting 
standards  by  the  entity  or  a  limitation  in  the  scope  of  audit  work.  The  auditor 
then  states  that  except  for  the  departure  noted  in  the  opinion,  the  statements 
are  accurate.  In  this  case,  there  are  no  major  problems  with  the  audit  and  the 
qualifications  are  usually  due  to  no  record  of  fixed  assets  or  unfunded 
pension  liability.  Most  audits  fall  into  this  category. 

•  Adverse  opinion:  The  auditor  states  that  the  financial  statements  are  not  fairly 
presented  in  conformity  with  Generally  Accepted  Accounting  Principles 
(GAAP)  or  the  community  has  refused  to  conform  with  Generally  Accepted 
Accounting  Principles  (overstating  fund  balance,  for  example). 

•  Disclaimer  of  opinion:  The  auditor  states  the  he/she  is  unable  to  offer  an 
opinion  on  the  fair  presentation  of  all  or  a  portion  of  the  financial  statements. 
The  auditor  was  unable  to  determine  if  the  community's  financial  statements 
(balance  sheet,  for  example  ),  were  correct  or  incorrect  due  to  inadequate 
accounting  records. 

What  is  a  reportable  condition? 

According  to  the  Statement  #60  on  Auditing  Standards  by  the  American  Institute  of 
CPAs  Inc.,  reportable  conditions  are  "significant  deficiencies  in  the  design  or  operation 
of  the  internal  control  structure  which  could  adversely  affect  the  organization's  ability  to 
record,  process,  summarize  and  report  financial  data  consistent  with  the  assertions  of 
management  in  the  financial  statements". 
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The  auditor  is  required  by  national  standards  to  communicate  any  reportable  conditions 
in  writing  to  management.  Some  examples  once  again  according  to  Statement  #60 
could  be: 

•  Inadequate  overall  internal  control  structure  design 

•  Absence  of  appropriate  segregation  of  duties  consistent  with  appropriate 
control  objectives 

•  Inadequate  provisions  for  the  safeguarding  of  assets 

•  Evidence  of  willful  wrongdoing  by  employees  or  management". 
Examples  of  reportable  conditions 

Reportable  conditions  should  be  noted  in  the  management  letter.  In  such  a  situation, 
the  management  letter  would  read  as  follows: 

•  We  noted  certain  matters  involving  the  internal  control  structure  and  its 
operation  that  we  consider  to  be  reportable  conditions  under  standards 
established  by  the  American  Institute  of  Certified  Public  Accountants. 
Reportable  conditions  involve  matters  coming  to  our  attention  relating  to 
significant  deficiencies  in  the  design  or  operation  of  the  internal  control 
structure  that,  in  our  judgment,  could  adversely  affect  the  organization's 
ability  to  record,  process,  summarize  and  report  financial  data  consistent  with 
the  assertions  of  management  in  the  financial  statements. 

•  We  noted  in  our  review  of  the  Treasurer's  office  that  the  Treasurer  is,  also, 
the  Parking  Clerk.  Although,  we  found  no  evidence  of  any  wrongdoing,  the 
Treasurer  could  be  in  a  position  as  Parking  Clerk  to  void  valid  parking  and  not 
deposit  the  funds  paid  by  the  violator. 

•  During  the  audit,  we  noted  that  department  heads  were  not  receiving  monthly 
expenditure  reports  detailing  budget  to  actual  information,  thus  increasing  the 
potential  for  over  expending  appropriated  amounts  over  the  fiscal  years. 

•  During  our  comparison  of  the  taxes  receivable  detail  to  the  general  ledger,  we 
noted  numerous  instances  of  unrecorded  activity.  Since  periodic 
reconciliations  were  not  being  performed  between  the  general  ledger  control 
balances  and  the  supporting  detail,  discrepancies  went  undetected. 
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What  is  materiality? 

An  audit  is  not  designed  to  detect  all  errors.  This  would  be  too  costly.  The  auditor 
designs  the  audit  to  detect  material  errors.  According  to  Gauthier: 

"A  potential  error  is  considered  to  be  material,  (i.e.,  important,  significant)  to  the 
financial  statements  if  it  could  have  the  effect  of  changing  a  reader's  impression 
of  the  government's  financial  position,  results  of  operations  or  cash  flows.  In 
making  judgments  concerning  a  potential  error's  materiality',  auditors  consider 
both  its  quantitative  and  qualitative  impact." 

The  size  alone  of  a  potential  error  can  make  it  quantitatively  material.  For  example,  an 
auditor  is  likely  to  consider  a  potential  operating  statement  error  exceeding  a  certain 
percentage  of  total  revenues  as  material.  A  potential  error  that  changed  what  would 
have  been  a  surplus  into  a  deficit  might  be  considered  material,  regardless  of  size. 

What  is  a  material  weakness? 

According  to  Stephen  Gauthier's  book,  "An  Elected  official's  Guide  To  Auditing,"  some 
reportable  conditions  are  more  serious  than  others  and  are  of  such  magnitude  that  they 
could  potentially  result  in  a  material  misstatement  of  the  financial  statements.  These 
are  known  as  material  weaknesses,  one  example  would  be  a  government's  failure  to 
reconcile  monthly  bank  statements  to  the  cash  balances  reported  in  the  books  of 
accounts. 

By  definition,  all  material  weaknesses  are  reportable  conditions.  Not  all  reportable 
conditions,  however,  are  material  weaknesses.  Auditors  generally  distinguish 
reportable  conditions  that  are  material  weaknesses  from  those  that  are  not." 

What  is  a  Corrective  Action  Plan? 

A  corrective  action  plan  is  a  formal  document  which  identifies  the  problem,  what  will  be 
done  to  correct  it,  who  is  responsible  for  correcting  the  problem  and  the  reporting 
mechanism  to  note  when  the  correction  is  made. 

Management  should  develop  a  corrective  action  plan.  Once  approved,  periodically 
report  to  the  committee  the  status  of  all  corrective  actions.  The  audit  committee  should 
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approve  the  plan  or  return  it  to  management  with  their  comments.  The  Bureau  of 

Accounts  can  assist  in  the  development  of  such  a  plan  if  requested. 

What  measures  can  a  community  take  to  ensure  proper  internal  control? 

There  are  several  procedures  including  periodic  audits,  segregation  of  duties  and 
periodic  reports  from  local  officials.  To  ensure  that  management  takes  corrective  action 
on  any  conditions  reported  in  the  audit  report,  both  public  and  private  sector 
organizations  have  been  turning  increasingly  to  audit  committees. 

What  is  an  audit  committee? 

The  audit  committee  is  a  group  of  individuals  responsible  for  audit  procurement  and 
monitoring.  Cities  and  towns  should  consider  establishing  a  separate  audit  committee 
to  establish  the  need  for,  then  to  receive  and  review  the  audit  report.  As  a  rule,  the 
completed  audit  should  not  be  delivered  solely  to  the  city  audit,  or  town  accountant,  for 
review. 

The  audit  committee  should  include  representatives  from: 

The  Mayor/City  Council  or  Board  of  Selectmen 
Finance  committee 
School  committee 

Water  or  Sewer  Commission  (if  separately  elected) 
Town  Manager 

Finance  Director/Accountant/Auditor/Treasurer/Collector 
Informed  citizens 

Audit  committees  play  an  important  role  in  providing  direction  and  guidance  to 
management  and  in  serving  as  a  link  to  the  independent  auditor.  GAAS  requires  that 
auditors  ensure  that  the  audit  committee  is  informed  of  important  matters  that  arise  in 
connection  with  an  audit  of  the  financial  statements.  Generally,  the  audit  committee 
should  discuss  the  audit  report  including  the  management  letter  and  corrective  action 
plan  with  the  community's  management  and  require  a  reply  to  the  auditor's  comments. 

How  SHOULD  the  AUDIT  COMMITTEE  SELECT  THE  AUDITOR? 

By  MGL,  Chapter  SOB,  Section  15,  contracts  with  certified  public  accountants  are  not 
subject  to  the  provisions  of  the  Uniform  Procurement  Act.  Nonetheless,  a  city  or  town 
should  request  audit  proposals  from  CPAs  or  firms  with  experience  auditing  local 
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governments  in  Massachusetts.  The  agreement  between  a  community  and  a  CPA,  or 
accounting  firm,  for  an  independent  audit  should  be  evidenced  by  a  written  contract 
defining  the  scope  of  the  work  to  be  performed,  as  well  as  the  obligations  and 
expectations  of  the  parties.  A  date  for  performance  should  also  be  set. 

The  committee  should  determine,  in  advance,  the  requirements  and  objectives  of  the 
audit  and  survey  ail  officials  who  administer  federal  and  state  grants  to  determine  if 
audit  requirements  are  associated  with  them.  The  committee  should  evaluate  other 
special  needs  of  the  entity  based  upon  their  own  knowledge  and  discussions  with  local 
officials.  Committee  members  should  also  seek  the  advice  of  anyone  they  believe  can 
help,  particularly  individuals  with  knowledge  in  audits  and  auditors.  In  general,  the  audit 
committee  should  consider  a  prospective  auditor's: 

•  Skill  and  competence 

•  Understanding  of  requirements  and  plan  for  meeting  them 

•  Timelines  for  completion  and  price. 

•  Reputation  of  the  auditor  in  other  communities 

Contract  terms  should  include  requirements  for  a  management  letter,  schedule  for 
federal  financial  assistance  and  department  of  education  compliance  statement. 

Are  there  any  other  reports? 

There  are  several  other  reports  required  under  the  federal  Single  Audit  Act  (see 
Glossary).  For  example,  the  Act  requires  a  report  on  compliance  with  laws  and 
regulations,  a  schedule  of  findings  and  a  report  on  the  internal  controls  for  federal 
financial  assistance.  These  reports  are  lengthy  and  meant  for  external  purposes.  The 
audit  firm  can  explain  the  significance  of  these  reports. 

AUDITORS  REQUIRED  TO  DETECT  FRAUD? 

Yes  and  no.  An  auditor  is  required  to  detect  material  irregularities  (intentional 
misstatements)  or  omissions  in  financial  statements  and  defalcations  (misappropriation 
of  assets).  An  auditor  must  provide  reasonable  assurance  that  material  errors  or 
irregularities  will  be  detected. 
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Periodic  audits  are  no  replacement  for  proper  internal  controls  which  when  properly 
functioning  serve  to  ensure  accurate  reporting  and  safeguarding  of  assets.  The  audit 
serves  as  a  tool  to  evaluate  the  effectiveness  and  operation  of  the  internal  controls. 
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Glossary  Of  Terms  That  May  Be  Found  In  Audits 

Economy  and  Efficiency  Audits:  Audits  conducted  to  determine  if  governments  are 
performing  their  duties  in  the  most  economical  and  efficient  manner  possible. 

External  Auditors:  Auditors  who  are  independent,  in  fact  and  in  appearance,  of  the 
entities  they  audit. 

Financial  Statement  Audits:  Audits  designed  to  provide  users  of  financial  statements 
with  assurance  concerning  their  reliability. 

Financial  Integrity  Legislation:  Legislation  that  requires  managers  to  conduct  reviews  of 
their  agency's  internal  control  structure. 

Finding:  A  finding  is  an  internal  control  weakness  or  instance  of  noncompliance 
reported  in  conjunction  with  an  audit  performed  in  conformity  with  GAAS.  Findings  are 
normally  composed  of  four  elements:  condition,  criterion/criteria,  cause  and  result. 
They  also  are  often  presented  together  with  a  recommendation  and  management's 
response. 

Generally  Accepted  Accounting  Principles  (GAAP):  Criteria  used  by  auditors  to 
determine  if  financial  statements  are  fairly  presented. 

Generally  Accepted  Auditing  Standards  (GAAS):  These  are  Auditing  standards 
established  by  the  Auditing  Standards  Board  of  the  American  Institute  of  Certified 
Public  Accountants.  All  financial  statement  audit  engagements  must  follow  GAAS. 

Generally  Accepted  Government  Auditing  Standards  (GAGAS):  These  are  Auditing 
standards  established  by  the  U.S.  General  Accounting  office  Publication  "Government 
Auditing  Standards"  (1988),  also  known  as  the  "Yellow  Book".  GAGAS  for  financial 
statement  audits  incorporate  the  field  work  and  reporting  standards  of  GAAS. 

Government  Auditing  Standards:  A  1988  publication  of  the  U.S.  General  Accounting 
Office  that  sets  generally  accepted  government  auditing  standards.  This  publication  is 
often  known  simply  as  the  "Yellow  Book." 

Internal  Auditors:  Auditors  who  are  employees  of  the  entities  they  audit  and  report  to 
management. 
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Internal  Control  Structure:  The  policies  and  procedures  established  by  management  to 
ensure  the  integrity  and  comprehensiveness  of  the  data  collected  by  the  accounting 
system  for  use  in  internal  and  external  financial  reports,  as  well  as  the  overall  control 
environment  in  which  the  government  operates. 

Lawyer's  Letter:  A  letter  obtained  by  the  auditor  from  a  governments  legal  counsel  to 
corroborate  management's  treatment  of  pending  litigation  in  the  financial  statements 
and  in  the  notes  to  the  financial  statements. 

Management  Representation  Letter:  A  letter  obtained  by  the  auditor  from  management 
acknowledging  management's  responsibility  for  the  financial  statements  and  asserting 
that  the  information  they  contain  is  complete. 

Operational  Audits:  A  private-sector  term  used  to  describe  economy  and  efficiency 
audits  and  program  results  audits. 

Performance  Audits:  A  term  used  to  refer  to  both  economy  and  efficiency  audits,  and 
program  results  audits. 

Program  Results  Audits:  Audits  aimed  at  establishing  whether  government  programs 
and  activities  are  meeting  their  stated  goals  and  objectives. 

Questioned  Costs:  Grant-related  charges  whose  allowability  has  been  questioned  by  an 
auditor. 

Segregation  of  Duties:  An  internal  control  procedure  whereby  no  one  individual  is 
placed  in  a  position  of  being  able  to  both  commit  and  conceal  an  irregularity. 

Single  Audit:  Under  the  Single  Audit  Act  of  1984,  a  single  audit  is  specifically  designed 
to  meet  the  needs  of  all  federal  grantor  agencies.  Single  audits  must  be  performed  in 
accordance  with  GAGAS  and  the  provisions  of  the  office  of  management  and  Budget's 
Circular  A-1 28,  "Audits  of  State  and  Local  Governments". 

"Yellow  Book":  An  informal  name  for  the  U.S.  General  Accounting  office's  1988 
publication,  "Government  Auditing  Standards",  which  sets  GAGAS. 

Taken  from  Stephen  Gauthier's  book,  "An  Elected  Official's  Guide  To  Auditing",  GFOA. 
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Duties  And  Responsibilities  Of  Local  Officials  Related  To  Audits 

Accountant/Auditor 

maintains  custody  of  contracts 
keeps  records  of  debt 

keeps  municipal  books  showing  appropriations/expenditures  and  receipts 
examines  bills  and  payroll  for  fraud  or  excessive  payment 
reports  unspent  appropriation  balances  and  prior  FY  receipts 
prepares  the  balance  sheet  prepares  budgetary  statements  of 
appropriations/expenditures  for  current,  previous  and  ensuing  FYs 
responsible  for  audited  financial  statements 

Assessors 

annually  assess  and  value  real  and  personal  property  at  full  and  fair  cash  value 
maintain  an  extensive  property  database 
calculates  tax  rate  within  guidelines  of  Prop  2  1/2 
calculates  new  growth 

approves  abatement/exemption  applications 

Clerk 

certifies  city/town  meeting  action  and  how  appropriations  are  to  be  funded 
certifies  city/town  action  to  Department  of  Revenue 
certifies  Prop  2  1/2  votes 

Collector 

collects  taxes,  excises,  fees,  licenses,  permits,  betterments,  and  special 
assessments, 

and  other  surcharges  after  receipt  of  commitment 
may  begin  suit  or  take  property  for  non-payment  of  taxes 
turns  revenue  over  to  Treasurer 

Selectmen 

sign  debt  issues 

approve  warrants  for  payment  of  bills  and  payroll 
Treasurer 

custodian  of  all  town  funds 

empowered  to  issue  debt  with  Executive  approval  maintains  a  cash  flow  budget 
updated  and  adjusted  monthly 
invests  in  accordance  with 
policies  reviewed  by  Executive 
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pays  bills 

custodian  of  tax  titles/tax  possessions  and  unemployment  comp  program 

maintains  cash  book 

responsible  for  all  cash  reconciliations 

deposits,  invests  and  disburses  funds 

determines  cash  needs 

reviews  banking  services,  availability/competitiveness 
receives  all  money  and  expends  the  accounts 
custodian  of  stabilization,  pension  and  trust  funds 
manages  funds,  payroll,  debt  service,  borrowing 
monitors  contract  compliance 


Other  duties  and  responsibilities  Of  local  officials 

City  Council 

legislative  body  in  cities 

approves  grant  expenditures 

appropriates  and  enacts  ordinances  and  regulations 

Clerk 

supervises  census 

records  births,  deaths, 

business  names 

receives  money  for  licenses 

maintains  official  community  records  and  contracts 

administers  oaths  of  office 

certifies  copies  of  documents 

Department  Head 

usually  prepares  budget  within  framework  set  by  financial  team 
identifies  capital  needs  and  specifications  for  acquisition 
monitors  spending  through  interim  financial  reports 
meets  with  financial  team  to  discuss  departmental  issues 

Executive  Secretary 

sometimes  Administrative  Assistant  to  Selectmen 

administers  the  affairs  of  the  town  or  office  under  Selectmen's  control 

Finance  Committee 


study  requests  of  dept  heads 
prepare  the  FY  budget 
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a  town's  official  fiscal  watchdog 
reviews  municipal  questions  on  behalf  of  citizens 
submits  recommendations  on  budget  to  town  meeting 
oftentimes  involved  in  writing  guidelines  for  dept  heads 
may  transfer  from  reserve  fund 

Mayor 

administrator  in  cities 
powers  vary  depending  upon  charter 
submits  budget  to  City  Council 
approves  debt  issues  with  City  Council 

School  Committee 

controls  line  item  school  expenditures 

given  new  responsibilities  in  the  1993  school  reform  legislation 
Selectmen 

responsible  for  general  operations  and  policy 

provide  leadership 

set  time/place  town  meeting 

may  shift  tax  burden,  grant  an  open  space  discount  or  approve  residential 
exemption 

places  Prop  2  1/2  questions  on  ballot 
grants  license  approvals 
in  charge  of  town  property 
participates  in  budget  development 

may  also  be  Assessors,  Water/Sewer  board,  Light  or  Park  Commissioners 
appoint/supervise  town  employees  and  negotiate  most  collective  bargaining 
agreements 
-  reviews  FinCom  recommendation 
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General  purpose  financial  statements  (gpfs) 
Combined  balance  sheet* 

The  financial  information  presented  on  the  balance  sheet  indicates  what  the 
government  owns  and  what  it  owes.  The  difference  between  the  two  is  its  net  worth.  In 
accounting  terminology,  things  that  are  owned  are  called  assets,  things  that  are  owed 
are  called  liabilities  and  net  worth  generally  is  referred  to  as  fund  equity.  By  simply 
totaling  the  assets  and  subtracting  the  liabilities  the  equity  is  known.  Generally,  the 
balance  sheet  in  a  government  works  just  like  one  in  the  commercial  sector. 

The  combined  balance  sheet  includes  all  funds  and  account  groups  the  government 
uses.  Each  generic  fund  type  is  presented  in  a  separate  column.  Balance  sheets  are 
presented  on  a  particular  day,  usually  the  last  day  of  the  fiscal  year,  rather  than 
covering  a  particular  time  period.  In  other  words,  the  balance  sheet  provides  a 
snapshot  picture  of  the  government's  assets,  liabilities  and  fund  equity  on  a  particular 
date. 

The  following  references  the  "Combined  Balance  Sheet  -  All  Fund  Types  and  Account 
Groups  as  of  June  30,  1 9xx"  which  illustrates  the  assets  of  the  government.  Taken 
from  "How  To  Understand  Local  Government  Financial  Statements:  A  User's  Guide,  by 
Paul  Glick 

A.  The  statement  caption  indicates  that  the  statement  is  a  combined  balance 
sheet  and  that  all  fund  types  and  account  groups  are  presented. 

B.  All  balance  sheets  are  presented  on  a  particular  date.  Even  if  the  prior 
year  totals  are  presented  for  comparative  purposes,  only  the  current 
year-end  date  is  presented  in  the  statement  caption  (  see  reference  F.  ) 

C.  The  first  part  of  the  balance  sheet  includes  assets.  Recall  that  assets  are 
things  that  the  government  owns  or  has  claim  to.  This  section  usually  is 
captioned  "assets"  or  preferably  "assets  and  other  debits".  The  latter 
caption  is  defined  in  references  T  and  U. 

D.  All  generic  fund  types  presented  on  all  combined  statements  are  classified 
by  category. 

E.  Each  of  the  specific  generic  fund  types  and  account  groups  used  is 
presented,  one  column  is  presented  for  each  generic  fund  type  (  except 
the  four  Trust  and  Agency  Fund  types,  which  are  grouped  in  one  column). 

F.  Combined  statements  usually  include  total  columns.  Reviewing  the  total 
columns  presents  the  reader  with  an  overview  of  the  government's 
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financial  position.  However,  because  legal  requirements  usually  limit  the 
use  of  many  of  the  government's  assets,  this  column  is  labeled 
"memorandum  only".  Many  governments  present  a  comparative  column 
which  includes  the  prior  year's  total.  Comparative  data  ( two  years  )  is  not 
required  but  is  recommended  to  provide  a  better  understanding  of  the 
financial  statements. 

G.  Cash  and  investments  normally  are  presented  as  the  first  caption  in  the 
balance  sheet.  The  cash  line  usually  includes  the  amount  of  cash  in  the 
bank  and  on  hand.  "Cash  with  fiscal  agent"  is  the  amount  of  cash 
deposited  with  a  trustee,  usually  a  bank,  to  pay  the  principal  and  interest 
on  bonds  as  they  become  due.  Investments  usually  are  valued  at  cost 
but  may  be  valued  at  their  current  market  which  might  differ  from  cost. 
Review  the  notes  to  the  financial  statements  for  an  explanation  of  the 
valuation  basis. 

H.  Receivables  are  those  amounts  owed  to  the  government  for  various 
services  provided  (  e.g.,  utility  )  or  from  other  specific  sources  (e.g., 
taxes).  The  amount  reported  is  the  amount  that  is  considered  collectible. 
An  allowance  for  uncollectibles  is  deducted  from  the  receivables.  The 
various  types  or  receivables  are  often  presented  separately  (see 
references  I,  J,  K  and  L  ). 

I.  This  account  normally  includes  property  taxes  if  levied  and  other  types  of 
taxes  that  the  government  might  assess  (e.g.,  sales  taxes,  income  taxes). 
There  are  special  accounting  rules  regarding  the  reporting  of  property 
taxes.  These  rules  are  explained  in  NCGA  Interpretation  3. 

J.  The  amounts  dues  the  government  for  services  provided  to  customers 
usually  are  reported  here.  Enterprise  Funds  (e.g.,  utility  funds)  are  the 
primary  user  of  this  account  classification. 

K.      Normally,  special  assessments  are  assessed  to  specific  residents  within 
the  government's  boundaries  for  a  specific  service  provided,  such  as 
constructing  a  sidewalk.  The  amounts  presented  here  are  the 
assessments  for  those  specific  services  which  are  to  be  paid  back  to  the 
government  over  a  period  of  years  (e.g.,  10  years).  The  Special 
Assessments  Fund  is  where  these  receivables  usually  are  reported. 

L.       The  amount  represents  interest  earned  on  investments  but  not  received  at 
balance  sheet  date. 

M.      Legal  statutes  may  allow  governments  to  loan  money  from  one  individual 
fund  to  another  for  various  purposes  such  as  resolving  a  temporary  cash 
flow  problem.  The  amount  reported  here  is  the  receivable.  This  amount 
normally  will  be  repaid  within  the  next  year.  Since  all  funds  are  reported 
on  the  Combined  Balance  Sheet,  see  Exhibit  10,  reference  L  for  the 
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amount  owed,  obviously,  the  receivable  and  payable  amounts  should 
agree. 

N.      Amounts  due  from  other  governments  often  are  due  for  a  government's 
participation  in  a  specific  state  or  federal  grant  program  or  some  other 
joint  project. 

0.      Advances  are  loans  made  from  one  individual  fund  to  another,  however, 
they  differ  from  interfund  loans  (see  reference  M  above)  in  that  they  are 
repaid  over  a  period  of  time  longer  than  one  year.  As  illustrated  here,  an 
advance  might  be  made  from  the  General  Fund  to  a  new  Internal  Service 
Fund  to  provide  operating  cash  for  the  fund  to  begin  operation.  The 
amount  presented  here  is  the  receivable  from  the  Internal  Service  Fund. 
Again,  the  receivable  and  payable  advance  accounts  should  agree. 

P.       If  a  government  maintains  material  amounts  of  inventory  (e.g.,  office 

supplies,  rock  salt)  on  hand  at  the  balance  sheet  date,  the  value  of  these 
inventories  must  be  reported  on  the  balance  sheet.  In  some  government 
funds,  an  amount  equal  to  the  inventory  is  reserved  in  the  fund  equity 
section  of  the  balance  sheet.  A  note  to  the  financial  statements  should 
explain  how  the  government  accounts  for  its  inventories. 

Q.      If  a  government  pays  amounts  before  the  actual  costs  are  incurred,  they 
should  be  reported  on  the  balance  sheet.  Prepaid  insurance  expenses  or 
travel  advances  might  be  classified  here. 

R.      Revenue  bond  legal  requirements  often  include  limiting  the  use  of  specific 
Enterprise  Fund  assets.  In  these  instances,  the  assets  are  classified  as 
"restricted"  on  the  balance  sheet  and  might  include  cash  and  investments. 

S.      The  government's  fixed  assets  may  be  reported  by  type  of  asset  as 
shown  here  or  in  total  on  one  line  of  the  balance  sheet.  Note  that  the 
fixed  assets  are  reported  only  in  those  funds  using  the  accrual  basis  of 
accounting.  The  fixed  assets  purchased  from  government  funds  are 
reported  in  the  General  Fixed  Asset  Account  Group.  The  amounts 
included  in  the  construction  in  progress  caption  are  costs  for  construction 
projects  started  but  not  completed  at  the  balance  sheet  date.  Note  that 
depreciation  is  deducted  from  the  asset  value  to  present  the  current  "book 
value"  (the  difference  between  the  cost  and  the  accumulated 
depreciation). 

T.      This  amount  should  equal  the  fund  balance  in  the  Debt  Service  Fund.  It  is 
reported  here  since  this  amount  of  fund  balance  will  be  used  to  repay 
general  long-term  debt.  This  amount  is  classified  as  an  "other  debit" 
rather  than  an  asset  since  it  also  is  reported  in  the  Debt  Service  Fund. 
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U.      This  amount  is  the  difference  between  the  amount  available  for  debt 
service  (reference  T)  and  the  total  long-term  debt.  This  amount  is 
classified  as  an  "other  debit"  since  it  represents  an  "amount  to  be 
provided"  which  is  not  considered  an  asset. 

V.      The  total  assets  and  other  debits  must  equal  and  agree  with  the  total 
liabilities  and  fund  equity. 


